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RESOURCE 
SERVICE 
GROUP 
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100% 


| GORMAN’S 


| CONECO 


Gorman’s Limited 


Coneco Equipment Ltd. 
Coneco Machinery Ltd. 


Edmonton 
Calgary 
Grande Prairie 
Fort St. John 
Fort McMurray 


93% 


CONSOLIDATED 
BEAR 
INDUSTRIES 


Bear Tools Co. Ltd. 


Edmonton 
Calgary 

Fort St. John 
Medicine Hat 
Dartmouth 


THE RESOURCE SERVICE GROUP LTD. 


100% 


WESCAN 
MINING 


Wescan Mining Trucks 
& Equipment Ltd. 


Wescan Rendell 
Equipment Ltd. 


Wescan Rendell 
Equipment Sales Ltd. 


Calgary 
Vancouver 
Kamloops 


100% 


MSN 
INDUSTRIES 


Mussens Equipment Ltd. 


Mussens Service (1969) 
Ltd. 


Colborne Acceptance Ltd. 
Ontario Equipment Ltd. 


Ontario Equipment 
Northern Ltd. 


Just Equipment Ltd. 


Colborne Equipment Co. Ltd. 


Montreal Toronto 
Quebec City Ottawa 


Sept Iles Labrador 


Matagami 
James Bay 


30% 


OKANAGAN 
HELICOPTERS 


Universal Helicopters Ltd. 
Canadian Helicopters Ltd. 
Haida Helicopters Ltd. 

Lac St. Jean Aviation Ltd. 


Okanagan Helicopters Ltd. 


Dominion Pegasus Ltd. 


British Columbia 
Alberta 

Quebec 

Ontario 
Newfoundland 

Nova Scotia 
Northwest Territories 
West Africa 

S.E. Asia 


HIGHLIGHTS 


OFFICERS AND 
DIRECTORS 


THE RESOURCE SERVICE GROUP LTD. 


- 5 YEAR HIGHLIGHTS 


Revenue (000's)* 
Net Operating Income (000's)* 
Net Income (Loss) (000’s) 


Earnings per share 


—from operations 
continuing operations 
discontinued operations 


—extraordinary items 
—total 


Dividends per share 

Working Capital (000's) 
Working Capital per share 
Shareholders’ Equity (000’'s) 
Book Value per share 

Long Term Debt to Equity ratio 
Total Assets (000’s) 


1976 1975 1974 1973 1972 
$100,780 $108,595 $101,464 $ 40,783 $ 5,985 
CF AOS 2 Boe eid 90Gb OTe ns Aaa 
$1'(3;410)1 $e 2.512amG 11.097) Sore meumnnay 
SNO102) hae) 10166 ee = Mae 
$ (0.32) $ (0.07) me = a 
$ | (0:30) 059.9048 1s" | O.e5si) 009 
$ (0.49) eee GO? =e eu! 
$9/(1(0.79) 6 0.59) 6 8110)50%, BOSS imeal0e 

Pe Suto O25) re 10025 me = 
$ 11,906 $ 9.637 $ 9,494 $ 6828 $ 653 
pie de dll ymnienexsihcst| liege Hikes Se teh | ease) 
$ 16,526 $ 19.936 $ 15,537 $ 11,092 $ 3,239 
SHS 86 Si 4.66) SMe Sy I Si ISG SuuaaK 
61/1.00  .21/1.00 .35/1.00 ~—-.52/1.00 ~—-.04/1.00 
$ 81,898 $ 93.584 $ 72,090 $ 58275 $ 14,332 


“for 1975 and 1976 only, operating results reflect continuing operations, including the Company's share in earnings of 


an associated company. 


JOHN M. S. LECKY 
Chairman and President 


W. MICHAEL M. HONEY 
Vice-President and Director 


STEPHEN M. KRASNOW 
Vice-President and Treasurer 


MARK J. FELDMAN 
Secretary and Director 


GEORGE E. HIRST 
Director 


MARCEL LACROIX 
Director 


GERALD A. B. McGAVIN 
Director 


J. STUART SPALDING 
Director 


BERNARD R. TELLIER 
Director 


REPORT OF THE 
DIRECTORS 


CORPORATE 
DEVELOPMENTS 


PROFIT AND LOSS 
ACCOUNT 


BALANCE SHEET 


RSG had a thoroughly adverse experience in 1976, its fifth year. All of the disappointment 
arose from dislocations in the equipment companies, where we have instituted much 
stronger operating management and better controls for 1977. 


These internal difficulties were intensified in the Canadian business environment charac- 
terized by continued cost inflation, a decelerating economy and widespread work stop- 
pages. 

Although equipment trading momentum is no better than at this time last year, we feel that 
measures taken over the past six months, together with moderate activity levels in the 
equipment businesses and a strong oil and gas exploration sector, will lead to a profitable 
experience in fiscal 1977. Insofar as the first quarter is customarily a period of slow demand 
for heavy equipment, the second quarter should be a better indication of a return to profita- 
ble operations. 


In April, Bear Tool Company, a subsidiary of Consolidated Bear Industries occupied new 
office and shop premises completed specifically for its use outside Edmonton. 


In May, RSG offered to purchase the minority shareholdings in Consolidated Bear Industries. 
RSG owns over 93% of the outstanding common shares in CBI, compared to 70% a year 
ago. 

In August, RSG concluded the sale of $7.0 million medium term debentures which had the 
effect of strengthening the capital structure and adding to working capital, which at year 
end was $11.9 million. A technical default by RSG on the cash flow covenant as at De- 
cember 31, 1976 was subsequently waived by the debenture holders. 


In September, Mussens Equipment Ltd. sold, on deferred terms, the climbing crane fleet 
purchased during 1975 from Ontario Equipment Ltd. 


In October, the Bear Tool Company sold its equipment in Aberdeen, Scotland and in 
Casper, Wyoming. 

As announced in the RSG third quarter report, the construction and logging divisions of 
Wescan Rendell Equipment Ltd. were wound up during the fourth quarter of 1976. Most of 


the assets related to these operations have been disposed of and those remaining have 
been severely written down in the accompanying statements. 


Total capital expenditures within The Resource Service Group amounted to $1.3 million dur- 
ing 1976 and are budgeted at $700,000 during 1977. 


Net Income from continuing operations and before extraordinary items amounted to 
$103,000 (.02¢ per share) versus $2,832,000 (.66¢ per share) in 1975. Operating losses 
from discontinued operations together with extraordinary losses arising mostly from discon- 
tinued operations brought the total RSG net loss experience to $3,410,000 or a loss of 79¢ 
versus a profit in 1975 of 59¢ on the same number of shares outstanding. Cash flow from 
operations, including $7.9 million in long term borrowings, was $8.1 million versus $4.9 mil- 
lion reported for 1975. 


Inventories of new and used equipment in continuing operations were reduced by almost 
half to $11.6 million, while parts inventories and work in process were lowered slightly at 
$12.6 million. The assets of discontinued operations which stood at $2.7 million at year end, 
will be disposed of in the current year. Insofar as a sizeable component of rental equipment 
is made up of units leased on extended payout terms to a government agency, the total 
inventory available for rental business is lower than $16.7 million stated at year end. 


Although the past year was typified by objectives missed and by unfavourable external de- 
velopments, greater efforts were made by more of our people than the results would indi- 
cate. We are unreservedly appreciative of this response which must certainly lead to a bet- 


ter experience in 1977. 


John M. S. al 
March 15, 1977 Chairman 


OPERATING 


REPORTS 

Equipment — Alberta 
M@ REVENUE (in millions) Expectations for Coneco’s heavy equipment sales to the Albertan market did not reach fore- 
M@ ASSETS (in millions) cast. This was due to a number of factors which included a large equipment population from 


prior years, an inflow of new and used machines from other world market areas, notably 
Japan, and lower activity in the housebuilding, wood products and municipal construction 
sectors. Internal operating problems in both service management and parts availability re- 
flected poorly on sales and hurt profitability. Much attention has been given to these latter 
areas with better results forecast for 1977. 


Gorman’s Limited under new, energetic management, improved its business by concentrat- 
ing on the light machinery market. 


Overall, a return to 1975 sales levels is targeted for 1977. Improved market opportunities are 
forecast in the petroleum, forest, road construction, coal mining and oil sand industry sec- 
1972 1973 1974 1975 1976 [OTS. 


Oil and Gas/Wellhead Service 


Reflecting a stronger demand for contract drilling in conventional areas and encouragement 
through Albertan government royalty incentives, the Canadian oil service business is again 
healthy. Higher revenues and earnings were achieved for Consolidated Bear Industries’ 
fiscal year ended September 30, 1976. This result occurred despite the closing of the 
company’s drilling mud division which became too costly to operate against individual com- 
petitors. 


With the increase in Albertan activity, better allocation of personnel and assets occurred 
closer to home. Accordingly, the tools and facility lease arrangements in the North Sea and 
in Aberdeen were disposed of profitably. The company’s new Edmonton facility, occupied 
over spring breakup, is a satisfactory addition allowing for increased tool storage and man- 
ufacturing capacity. Both fishing and wireline Divisions can now be operated more efficiently 
with a consequent improvement in service to the oil and gas industry. 


At the year end, D. J. Fleming, President, resigned from the company to pursue his own 
note. 1272 1973 1974 1975 1976 business ventures. His leadership and energy helped the Bear Tool Company to achieve its 
Based on operations for fiscal yearsend- present day stature, and his enthusiasm will certainly be missed. Mr. Fleming's respon- 
LEH setae sibilities have been assumed by Mr. Gary Hall who has been chief operating officer at Bear 
Tool Company for several years. 


Net capital expenditures for the fiscal year ended September 30, 1976 were $673,000 up 
from $602,000 a year earlier. Additions to fishing and rental tool inventories and the comple- 
tion of the Edmonton facility were the largest expenditures. Total capital outlays in fiscal 
1977 are budgeted at less than half the 1976 experience. 


Equipment — British Columbia 


Throughout 1976, RSG’s B.C. business experienced operating losses to which were added 
extraordinary losses from discontinued operations following the termination of our Construc- 
tion and Logging sales and service division. These losses were largely sustained in Wescan 
Rendell Equipment Ltd., a company formed in 1974 through the amalgamation of Wescan 
Mining Trucks and Equipment (B.C.) Ltd. and the Rendell Tractor Company. 


This venture was undertaken on an economic downswing in the B.C. regional economy, but 
the reasons for failure relate to poor trading decisions. From an over-inventoried position, too 
much equipment was sold on recourse terms to poor credit risks. Several fleets of equip- 
ment were returned following local business failures, thus reversing booked profits and 
19721973 1974 1975 1976 Creating large capital losses on eventual disposal, largely through auction. Winddown costs 
cca‘ on the pro forma annualized ope. including other asset sales, personnel and branch termination expenses, and discounted 


rations of the Wescan and Rendell factory returns raised the year-end appropriation for losses from discontinued operations to 


companies for 1972-74 and actual results 


for 1975-76. $2.2 million versus the reserve of $1.8 million established at September 30, 1976. The re- 
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f@ REVENUE (in millions) 
@ ASSETS (in millions) 


60 


1972 1973 1974 1975 1976 


serves established against potential losses on the remaining assets of this business are now 
considered to be adequate. The use of recourse in other RSG equipment companies has been 
severely restricted. 


In the Mining Division, service to mineral and oil sand companies throughout Saskatchewan, 
Alberta, B.C. and the Yukon included erection and commissioning of new equipment, re- 
building of service units, feasibility studies for rebuild programs, sourcing of long lead time 
replacement parts, and continued general electrical and mechanical component rebuilding. 


Mining truck fleets supplied to customers during the period 1970 - 1971 have now accumu- 
lated considerable operating hours, and a number are being rebuilt. General electrical and 
mechanical rebuilding continued with Wescan obtaining a substantial portion of available 
work. Close cooperation with customers in developing improved designs, was considerably 
enhanced in 1976 through the addition of an Engineering Division based in Calgary. 


Western Canadian mines are still experiencing considerable manpower shortages. Extended 
strikes lasting from 2 to 4 months at several major minesites in 1976 created migration of 
maintenance personnel, which generated requests for assistance in maintaining equipment 
until the situation stabilized, and for provision of training programs for new mining personnel. 
These strikes caused costly disruptions in Wescan’s business which were compounded by a 
strike at a major U.S. supplier late in the year. 


Within the Oil Industry, assistance has been supplied on an emergency basis involving the 
urgent repair of expensive electrical rotating equipment, or sourcing almost unobtainable 
emergency parts. 


In 1977, our objectives are to control and to improve the quality of parts and service sales 
to the mining and oil extractive industries under the name of Wescan Resource Equipment 
Ltd. From a head office in Calgary, this company will operate the Wabco franchise in East- 
ern B.C. and Alberta. The expansion of the coal industry as well as the on-going require- 
ments of a large open pit mining customer base, provide good business potential. At least 
12 electric trucks of 120 ton to 200 ton capacity will be delivered to Wescan customers this 
year, and additional sales are being developed. 


Equipment — Quebec 


The MSN companies experienced a sales decrease of 12%. As in 1975, a significant 
amount of the total equipment sales consisted of fleet sales to James Bay contractors and 
agencies at low margins. Total operating expenses were virtually unchanged from the prior 
year, with decreases in the sales departments somewhat offsetting increases in administra- 
tion costs and particularly in the service department. Direct service labour work declined 
very substantially during the summer and fall months, partly as a result of the construction 
industry strike and partly as a result of an illegal strike against the Mussens Equipment main 
branch in Lachine, Quebec. 


Total financial expenses were up nearly $3/4 million, the result of heavy borrowing to sup- 
port the high levels of inventories and receivables brought into 1976, and also due to the 
high cost of money throughout most of the year. Total financial income was down largely 
due to marked reluctance to convert rented equipment late in the year in view of regional 
uncertainties. These two factors combined to increase Mussens’ net financial expense by 
nearly $1.1 million. 


Difficulties associated with the illegal strike at Mussens set back the program for conversion 
to computerized automation of parts clerical functions. Three of the principal product lines 
are on line, and a fourth is almost ready for start-up. Quebec City branch is now connected 
to the system through a remote CRT. Mussens has developed an advanced Parts Support 
Program for establishing optimum parts inventory levels. The program has caught the in- 
terest of and is currently being studied by major suppliers. The atmosphere of mutual coop- 
eration that has developed provides opportunities for major restructuring of the company's 
parts inventory profile by returning zero-usage, or dead stock, and replacing this with fast- 
moving items, yielding improved turnover and cash flow. 
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1971 1972 1973 1974. 1975 
NOTE: 
Based on operations in 1971-1975, each 
twelve month period ending the following 
January 31. 


Just Equipment’s sales were little changed from the prior year. The slight rise in total re- 
venues was outpaced by increases in all expense areas. Aided by a favourable parts sales 
experience and lower net interest expenses, Just Equipment had a profitable year. 


Total MSN company inventories of new and used machines were reduced by 21% during 
the year under review. Parts on the other hand increased 25% to $5.6 million, with almost all 
of this increase occurring in Mussens in support.of equipment sold into the James Bay 
project territory. 


Following a disruptive and troublesome passage in 1976, Mussens has entered the new 
year facing many of the same uncertainties. All indicators point to a decline in investment 
intentions in the regional economy. Profitability on equipment sales and service could, how- 
ever, be better than in 1976 if days lost through strikes and labour disputes are reduced. 
Through all recent difficulties, the MSN companies were strengthened by an energetic and 
loyal effort from most employees. 


Remote Area Transportation/Okanagan Helicopters 


Unusual weather patterns in Western Canadian markets together with lower utilization in 
Quebec were reflected in first half revenues of $15.5 million, down from $16.3 million a year 
earlier. Increases in operations in foreign markets and in the Northwest Territories were re- 
sponsible for keeping the company within reach of budgeted revenues, and demonstrated 
Okanagan’s versatility. Six months’ net earnings were $629,000 versus $637,000 in 1975. 


The company then went on to a record experience in the third quarter due to unpre- 
cedented flying conditions in the West, and increased revenues from offshore oil programs, 
not all of which had been contracted when the year began. In the aggregate, Okanagan Is 
expected to have achieved results fairly comparable to the record $1.5 million earned in 
Oo Goy 


Of interest in the international field is the presence of the company’s aircraft in the Middle 
East for the first time. Okanagan is flying an offshore drilling rig Support program for Esso in 
the Red Sea, based from Hurghada, Egypt. 


During the year, a number of aircraft were bought and sold in accordance with a plan to 
rationalize the fleet now numbering 130 machines. Principal additions were made to the Bell 
206B, the Bell 205A and the Sikorsky S61 fleets which form the backbone of the light, 
medium, and heavy aircraft configurations offered for multiple work applications. Disposi- 
tions had the effect of eliminating the remainder of the company’s Gazelles, S62’s and 
204B’s as well as reducing the Alouette II fleet. Combining lower parts inventories and re- 
duced maintenance requirements, this program is expected to increase overall flying effi- 
ciency. 


Higher operating cash flows in relation to the net financial expenditures on new aircraft have 
had a dramatic impact on Okanagan’s working capital which, at July 31, 1976, reached a 
record level of $4.6 million. With comparatively modest fleet additions contemplated during 
1977, the company’s financial condition is again expected to strengthen. 


Reflecting on 1976, it is now probable that Okanagan out-performed the industry whose total 
hours were forecast to decline by about seven per cent. This has been possible chiefly be- 
cause of the company’s international market penetration and management's ability to move 
crews and machines within and outside Canada at short notice. A return of the domestic 
industry’s total flying hours to 1975 levels may be achieved in 1977. With increased flexibil- 
ity, a rationalized fleet, and lower financial costs, Okanagan is again well positioned to build 
on the extraordinary base established in the 1970-76 period. 


CONSOLIDATED 
BALANCE SHEET 
as at December 31, 1976 


THE RESOURCE SERVICE:GROUP LTD. 


and Subsidiary Companies 


ASSETS 


Current assets 
Cash 
Accounts receivable 
Inventories — note 3 
Rental equipment 
Prepaid expenses 
Income taxes recoverable 


Assets of discontinued operations — at net 
realizable value — note 2 


Instalment receivables 
Investment in associated company — note 1 
Fixed assets — note 4 


Other assets 


Excess of cost of subsidiaries over net book value of assets 


at date of acquisition 


LIABILITIES 


Current liabilities 
Bank indebtedness — secured 
Notes payable — secured 
Accounts payable and accrued liabilities 
Dividend payable 


Long-term debt due within one year — note 5 


Income taxes 
Deferred income taxes 


Long-term debt — note 5 
Deferred income taxes 


Minority interest in subsidiary companies 


SHAREHOLDERS’ EQUITY 
Capital stock — note 6 
Appraisal surplus — note 4 


Retained earnings 


On behalf of the Board: 
John M. S. Lecky, Director 
W. Michael M. Honey, Director 


1976 


$ 1,085,000 
20,139,000 
24,247,000 
16,706,000 

108,000 
1,255,000 


2,683,000 


66,223,000 
285,000 
4,720,000 
9,340,000 
230,000 


1,100,000 
$81,898,000 


1976 


$15,356,000 
19,753,000 
13,934,000 
334,000 
712,000 


4,228,000 


54,317,000 
10,188,000 
697,000 
170,000 


12,422,000 
1,980,000 


2,124,000 
16,526,000 
$81,898,000 


ithe 


$ 565,000 
23,114,000 
34,759,000 
18,079,000 

139,000 
1,200,000 


77,856,000 


27,000 
4,388,000 
9,837,000 

182,000 


1,294,000 


1273 


$19,394,000 
21,691,000 
21,048,000 
107,000 
1,228,000 
629,000 
4,122,000 


68,219,000 


4,171,000 
649,000 
609,000 


12,422,000 
1,994,000 
5,520,000 


19,936,000 
$93,584,000 


STATEMENT OF 
CONSOLIDATED 
INCOME AND 
RETAINED EARNINGS 


For the year ended 
December 31, 1976 


STATEMENT OF 
CONSOLIDATED 
CHANGES IN 
FINANCIAL POSITION 


- For the year ended 
December 31, 1976 


Sales, rental and service income 
Other income 


Expenses 
Operating and administration 
Depreciation 
Interest on long-term debt 


Income before provision for income taxes 
Provision for income taxes 


Net income (loss) before the undernoted 

Share of earnings of associated company 

Minority shareholders’ interest in net income of a subsidiary company 
Net income from continuing operations and before extraordinary items 
Operating loss from discontinued operations — note 2 

Net income (loss) before extraordinary items 

Extraordinary items — note 7 

Net income (loss) for the year 

Retained earnings — beginning of year 

Dividends 

Realization of appraisal surplus — note 4 


Retained earnings — end of year 
Earnings per share 


From continuing operations 
From discontinued operations 


Extraordinary items 
Total 


Source of Funds: 
Funds provided from operations 
Net income (loss) before extraordinary items 
Non cash items included in income 


Depreciation $ 913,000 
Other non cash items 118,000 
Share of earnings in associated company — net 

of dividends (328,000) 


Proceeds from sale of fixed assets 
Proceeds from long-term borrowings 
Other 


Total 


Application of Funds: 


Investment in subsidiary companies 

Purchase of fixed assets 

Repayment of long-term debt 

Loss on discontinuance of operations — net of non 
cash charges 

Dividends 

Investment in associated company 


Total 
Increase in working capital 


Working capital — beginning of year 
Working capital — end of year 


1976 1975 
$100,349,000 $107,809,000 
431,000 786,000 
100,780,000 108,595,000 
98,730,000 102,578,000 
913,000 842,000 
820,000 504,000 
100,463,000 103,924,000 
317,000 4,671,000 
571,000 2,173,000 
(254,000) 2,498,000 
427,000 430,000 
(70,000) (96,000) 
103,000 2,832,000 
(1,404,000) (302,000) 
(1,301,000) 2,530,000 
(2,109,000) (18,000) 
(3,410,000) 2,512,000 
5,520,000 3,115,000 
i (107,000) 
14,000 ee 
2,124,000 5,520,000 
$ 0.02 $0.66 
(0.32) (0.07) 
(0.30) 0.59 
(0.49) a 
$(0.79) $0.59 
1976 1975 
(1,301,000) 2,530,000 
703,000 766,000 
(598,000) 3,296,000 
661,000 ee 
7,900,000 pes 
21,000 166,000 
7,984,000 3,462,000 
418,000 31,000 
1,270,000 1,646,000 
1,883,000 1,233,000 
2,144,000 iM 
os 107,000 
ee 302,000 
5,715,000 3,319,000 
2,269,000 143,000 
9,637,000 9,494,000 
$ 11,906,000 $ 9,637,000 


NOTES TO 
CONSOLIDATED 
FINANCIAL 
STATEMENTS 
December 31, 1976 


THE RESOURCE SERVICE GROUP LTD. 


and Subsidiary Companies 


1. Summary of significant accounting policies 


The Company follows generally accepted accounting principles in the preparation of its consolidated 
financial statements and their application is consistent with that of the preceding year. 


The Company is incorporated under the laws of the Province of Alberta. 


Basis of consolidation 


The consolidated financial statements include the accounts of The Resource Service Group Ltd. and all 
subsidiary companies, with provision for the interests of minority shareholders. The Company has ac- 
counted for the acquisition of all subsidiary companies on a purchase basis and earnings have been 
included in the consolidated financial statements from the date of acquisition of control in each case. 


The accounts of all subsidiary companies have been included in the consolidated accounts for the twelve 
months ended December 31 with the exception of Consolidated Bear Industries Ltd. which has a fiscal 
period ending on September 30 and has been included in the consolidated accounts for the twelve month 
period then ended. 


The cost of the investments in subsidiary companies in excess of the net assets at the dates of acquisition 
is recorded as goodwill. It is the opinion of management that the goodwill is of continuing value and 
accordingly it is not intended to amortize this asset. 


All material inter-company transactions have been eliminated. 


Foreign exchange 


Transactions in foreign currencies are translated at the exchange rates prevailing on transaction dates. 
Assets and liabilities are translated into Canadian dollars at the exchange rate prevailing at the bal- 
ance sheet date. 


Valuation of inventory and rental equipment 


Equipment inventories and rental equipment, which are identified on a specific unit basis, are valued at 
the lower of cost or estimated realizable value. In the opinion of management any reductions to estimated 
realizable value provide for at least normal profit margins on realization. 


Parts inventories are valued at suppliers’ current list prices plus duty less estimated dealers’ discounts, 
allowances for estimated price increases and obsolescence. 


Work in progress is valued at cost of supplies, labour and applicable overhead. 


Investment in Associated Company 


The investment in Okanagan Helicopters Ltd. is accounted for on the equity method. Under this method 
the Company's share of net income is included in the consolidated statement of income rather than when 
realized through dividends. The investment is carried in the consolidated balance sheet at original cost 
plus the Company's share of earnings from January 1, 1975 less dividends received. 


Fixed assets and depreciation 


Fixed assets are stated at cost or appraised values. Depreciation is provided primarily on the straight line 


method at rates which are designed to amortize the carrying value of the assets over their estimated useful 
lives. 


Income taxes 


The Company follows the tax allocation basis in accounting for income taxes. Deferred income taxes 
shown on the financial statements mainly represent taxes deferred in respect of capital cost allowance 
claimed in excess of depreciation charged in the accounts. 


The deferred income taxes relating to rental equipment have been classified as a current liability matching 
the classification of the asset to which they relate, even though these taxes may not be paid in the next 


fiscal period. 
Eamings per share 


The earnings per share have been calculated on the weighted average of the number of shares issued 
and outstanding during the course of the year. 


2. Discontinued operations 


Effective as from September 30, 1976 a subsidiary company discontinued a substantial portion of its 
operations in the supply and servicing of equipment for materials handling and for the construction 
and logging industries in British Columbia. The operations related to the discontinued lines for the 
period to September 30 have been shown separately on the statement of income. The operations for 
the year 1975 are restated to show separately the results of operations of these discontinued lines. 
These operations are summarized as follows: 


1976 1975 
Sales _ $ 5,650,000 $ 9,432,000 
Other income 293,000 224,000 
5,943,000 9,656,000 
Expenses 
Operating and administration 7,243,000 9,771,000 
Depreciation 46,000 69,000 
Interest on long-term debt 76,000 118,000 
7,365,000 9,958,000 
Loss before recovery of income taxes (1,422,000) (302,000) 
Recovery of income taxes 18,000 
Loss for the period to September 30, 1976 $(1,404,000) $ (302,000) 


The extraordinary item in the amount of $(2,170,000) reflects the losses sustained subsequent to Sep- 
tember 30 in the liquidation of the business and provision for losses in reducing the remaining assets 
to their net realizable value at December 31, 1976. See note 11. 


a0 Inventories 1976 1975 
Equipment $11,601,000 $21,937,000 
Parts and supplies 11,178,000 11,602,000 
Work in progress 1,468,000 1,220,000 
$24,247,000 $34,759,000 
4. Fixed assets 1976 
1976 Appraisal 1976 
Cost Increment Total 1975 
Buildings and leaseholds $ 3,990,000 $ 704,000 $ 4,694,000 § 4,735,000 
Furniture, fixtures and equipment 5,075,000 _ 5,075,000 5,183,000 
Automobiles and trucks 1,574,000 — 1,574,000 1,381,000 
10,639,000 704,000 11,343,000 11,299,000 
Accumulated depreciation 4,225,000 14,000 4,239,000 3,653,000 
6,414,000 690,000 7,104,000 7,646,000 
Land 655,000 1,290,000 1,945,000 1,908,000 
Oil and gas properties and 
development costs 291,000 _ 291,000 283,000 
$ 7,360,000 $ 1,980,000 $ 9,340,000 $ 9,837,000 


As at December 31, 1975 land and buildings of one subsidiary company were appraised at fair market 
value by J.C. Leslie Appraisals Ltd. The charge for depreciation for the year has been based on the 
appraisal values. Accordingly an amount equivalent to that portion of the depreciation applicable to 
the increase in value has been transferred from appraisal surplus to retained earnings. 
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5. Long-term debt 1976 1975 
Debentures: 
Sinking funda: 
6 1/2% Series "C” due 1984 $ 993,000 $ 1,062,000 
6 '/4% Series “D” due 1985 685,000 725,000 
7 Ve Series; E. due 1987, 550,000 575,000 
2,228,000 2,362,000 
Other: 
Series “A” — 13/4% in excess of prime due 1983 7,000,000 — 
9,228,000 2,362,000 
Mortgage payable: 
81/2% due 1977 54,000 61,000 
12% due 1978 70,000 — 
3% in excess of prime due 1980 900,000 735,000 
1,024,000 796,000 
Bank loan — 1-2% in excess of prime 270,000 2,018,000 
Promissory note — '/2% in excess of prime due 1976 _— 214,000 
Finance contracts _— 9,000 
10,522,000 5,399,000 
Less due within one year 334,000 1,228,000 


$10,188,000 $ 4,171,000 


All long-term debt is secured either by the pledge of specific assets or by a general lien on the assets 
of individual companies. The trust deed accompanying the issue of the Series “A” debentures im- 
poses covenants on the Company and certain of its subsidiaries relating to the pledging of assets, the 
level of bank borrowings, the level of minimum working capital and the maintenance of cash flow. 

As at December 31, 1976 the Company is in technical default with respect to the covenant pertaining to 
the maintenance of cash flow. This matter has been discussed with the debenture holders who have 
waived the default. 


6. Capital stock 


Authorized 
Preferred stock— 1,000,000 shares with a par value of $1 each, fully participating, non- 
redeemable, voting on the basis of ten votes for each share held and con- 
vertible on the basis of one common share for one preferred share at any 
time. 
Common stock— 25,000,000 shares with no par value. 
Issued and fully paid Shares 
Preferred stock 500,000 $ 500,000 
Common stock 3,777,362 11,922,000 


$12,422,000 


Pursuant to the provisions of the stock purchase plan as confirmed by the shareholders on April 3, 
1974, whereby shares may be purchased on the open market or issued from treasury, 100,000 com- 
mon shares have been reserved in treasury for issuance to employees of the Company. 


Since inception of the plan, 40,000 shares were granted and exercised by certain employees. In con- 
nection therewith funds were advanced to the trustee of the plan for the purchase of these shares on 
the open market. Payment for these shares is to be made over a period of five years. At December 31, 
1976 the trustee held 37,900 shares as collateral for the unpaid balances remaining on all shares 
purchased to date. 


7. Extraordinary items 1976 1975 
Reduction in income taxes resulting from the application of prior years’ 


losses against current income $ 97,000 $ — 
Less: 
Loss resulting from discontinued operations — refer note 2 (2,170,000) ate 
Reduction in equity resulting from an issue of shares to minority 
interests in a subsidiary company (36,000) (18,000) 
(2,206,000) (18,000) 


$(2,109,000) $ (18,000) 


8. Contingent liability 

Three subsidiary companies are contingently liable as guarantors of 109 customers’ outstanding finance 
contracts in the aggregate amount of $2,838,000, none of which exceeds $333,000. 

9. Contractual liability 


Certain premises are leased under long-term contracts requiring annual rental payments of $23,000 which 
mature in 1983 and $110,000 which mature in 1989. 


A subsidiary company has a contingent asset in respect of an option to acquire a property presently 
leased at the termination of the lease in 1989, which option price is less than the estimated present market 
value of the property. 


10. Remuneration of directors and officers 

Remuneration paid to directors and officers during the year ended December 31, 1976 amounted to 
$181,000 (1975 — $183,000), which includes $20,000 (1975 — $30,000) paid by a subsidiary company. 
11. Tax losses 

A subsidiary company has losses from operations of approximately $4,000,000 which may be carried 
forward and used to reduce taxable income in future years up to 1981. 

12. Anti-Inflation Legislation 


The Company and its subsidiaries are subject to the Federal Government's Anti-Inflation Legislation, 
which became effective October 14, 1975. This legislation limits increases in prices, profits, compensation 
and dividends. 
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AUDITORS’ 


REPORT 
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TOUCHE ROSS & CO. 


1 Place Ville Marie, 
Montreal, Quebec H3B 2A2 
(514) 861-8531 


The Shareholders, 
The Resource Service Group Ltd. 


We have examined the consolidated balance sheet of The Resource Service Group Ltd. as 
at December 31, 1976 and the statements of consolidated income and retained earnings and 
changes in financial position for the year then ended. Our examination was made in accord- 
ance with generally accepted auditing standards, and accordingly included such tests and 
other procedures as we considered necessary in the circumstances. With respect to the 
subsidiary of which we are not the auditors, we have carried out such enquiries and exami- 
nations as we considered necessary in order to accept for purposes of consolidation the 


reports of the other auditors. 


In our opinion, these consolidated financial statements present fairly the financial position 
of the company as at December 31, 1976 and the results of its operations and changes in 
financial position for the year then ended in accordance with generally accepted accounting 


principles applied on a basis consistent with that of the preceding year. 


Be 


Chartered Accountants 


Montreal, Quebec 
February 22, 1977 
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